





“he Real Estate 
ANALYST MARCH 30 


1956 


Volume XXV L () Number 14 
J. 


Qs < 


| am finding more and more people in the real estate business questioning the 


THE THINGS TO WATCH 


soundness of the continuing real estate boom. They are asking how they can 
tell when the boom starts to weaken so that they can get out in time. 


Up to the present time continuing inflation is responsible for the firmness 
in prices on new and existing properties. So long as the cost of replacing a build- 
ing has gone up, everything else being equal, the values of all existing useful 
buildings have shown a tendency to rise. 


I would, therefore, watch the general economy for signs of inflation or defla- 
tion. If deflationary forces gain momentum, construction costs will start to drop. 


When replacement costs drop, everything else being equal, all existing buildings 
will drop by at least as great a percentage. 


There are only two factors which affect the values of real estaie. The first 
is the supply of and demand for money and the second is the supply of and demand 
for the particular type of property in question. 


Changes in the supply of and demand for money cause inflation or deflation 
as well as determining financing terms. 


When Government borrowing and monetary manipulation increase the supply 
of money and credit faster than the demand for it increases, the value of money 
falls and prices rise. Interest rates and financing terms ease and speculative 
activity increases. Increases in installment credit cause sales to increase faster 
than the increase in current income, which eventually brings about a strained 
credit situation. Many families find that the monthly payments on past purchases 
exceed the new credit they can secure and start paying down their indebtedness. 
During this period sales decline more than income and business declines. 


Changes in the supply and demand relationship for any particular type of real 
estate come about through either increases or decreases in the demand or in- 
creases or decreases in the supply. National increases in the demand for real 
estate are the results of natural increases in population, changes in family size 
and changes in general prosperity. When general prosperity is increasing, the 
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demand for housing and for commercial and industrial space increases faster than 
the population increase would justify. When general prosperity is decreasing, the 
demand for housing and for commercial and industrial space may be decreasing 
in spite of a continued increase in population. Except under unusual conditions, 
construction of houses, stores and factories is postponable and can be deferred 
when conditions seem uncertain. 


In individual localities demand for real estate may be increased by in- 
migrations of population or industry and may be decreased by out-migrations such 
as the out-migrations which have occurred in mining regions when the mines 
have played out. Individual localities may therefore show slight variations from 
national trends, but after 28 years of study of real estate fluctuations it is my 
opinion that these local conditions are only modifying influences and that the most 
important factors are national or international in scope. 


There are a number of indicators to watch in order to judge the relative 
strength or weakness at any particular time or place of the various supply and 
demand factors. 


1. If supply is increasing faster than demand for any type of real estate, va- 
cancies will start to appear - generally in the least desirable properties. 


Even after the edge is off the shortage, newer properties, unless badly over- 
priced, will be rented or sold without too much difficulty, but the older and more 
obsolete properties may experience considerable trouble. In watching residen- 
tial vacancies, unfortunately, in most cities vacancy surveys are not made at 
regular periods, and it is rather difficult to determine whether the rate of vacancy 
is remaining constant, is increasing or decreasing. In our reports we endeavor 
to fill in this void by publishing figures periodically on the number of * For rent” 
ads appearing in the various cities. It is quite encouraging at the present time 
that the number of advertisements advertising places for rent has stopped rising 
and on the last count was slightly below the peaks of 6 months ago. This would 
indicate that nationally the demand was catching up to any oversupply we may 
have created. A change in industrial conditions, however, could shrink demand 
rather rapidly, with an increase in residential vacancy accompanying it. 


In commercial properties we find at the present time that vacancy is in- 
creasing in store buildings where these buildings are poorly located without ade- 
quate parking facilities, and we find vacancy at a minimum in well-located shops 
which have adequate parking space. 


industrial buildings are more difficult to judge, as many of these buildings 
are special-use buildings, and even a large vacancy in industrial buildings may 
not deter the building of new industrial space. Most production organizations are 
so set up that an expansion in capacity is often feasible only if the additional 
plant space can be an integral part of the rest of the production area. For this 
reason a manufacturing plant may add a large area at a rather high construction 
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cost to its existing plant, in spite of the fact that a vacant plant 2 blocks away 
could be purchased at half the cost per square foot. 


2. I would watch very carefully in my own community the trends in construc- 
tion volume and in construction cost. I would compare each month the number of 
new family dwelling units which were put under permit with the number that had 
been put under permit in the corresponding month of a year ago. For almost 
all metropolitan areas these figures are charted for quick reference in our quar- 
terly Construction Bulletin. If construction volume falls consistently for a num- 
ber of months in succession, it is an indication that new buildings are not selling 
as readily as they did, and together with other adverse signs, might be a definite 
warning that the boom was losing its enthusiasm. I would watch construction cost 
levels very carefully, and these are also reported in our regular bulletins, as a 
consistent drop in construction costs means that new buildings are being put on 
the market at a lower price than buildings built some time ago. Since, everything 
else being equal, an older building will not sell for quite so much as a new build- 
ing, if the new building can be built for a smaller amount, the older building will 
drop in value by probably a greater percentage than the drop in construction cost. 
For a great many years we have been in a rising construction cost market and, 
with only minor interruptions, construction costs have constantly gone higher. 
This has been one reason for the continuing boom, as when construction costs 
rise, existing properties take on a part of the increase. 


3. 1 would certainly keep in touch with the selling price of older houses in 
my own community. The prices of older houses will be the first to drop when an 
oversupply of housing develops. In our own reports we are charting monthly the 
selling prices of existing housing in a very carefully constructed index which goes 
back to 1908. The one surprising thing to me so far has been the strength being 
shown by the prices of older houses. Our index has not only maintained itself on 
a very high level in comparison with the past, but it is still creeping upward. 
Just so long as older houses can be sold at a fair price, any real collapse in the 
real estate field is still some distance in the future. Watch the index in our re- 
ports on selling price, as this to me is one of the most important indexes we have 
ever developed. 


4. I would watch the trends in the number of voluntary transfers of real es- 
tate. Wetry to chart periodically as many cities as we can on this basis in our 
reports, but in many cities which we cannot chart considerable difficulty will be 
experienced by the real estate or mortgage operator in securing the necessary 
figures. Unfortunately, a number of recorder’s offices in the United States re- 
port only the total number of recordings per month. This figure contains so 
many divergent types of instruments that often trends are obscured, if it contains 
trustee ’s deeds mixed in with warranty deeds and quitclaims. In a period of de- 
clining real estate activity, a drop in warranty deeds may be at least partially 
offset by an increase in quitclaims and trustee's deeds, and the voluntary trans- 
fer figure, which is significant, may be rather hard to isolate. Our index of 




















voluntary transfers of real estate is maintaining a position well above normal and 
has stayed on a rough plateau for a considerable period of time. 


5. I would keep a close watch on involuntary transfers. At the present time 
these are almost nonexistent, but if we develop difficulty in the real estate situ- 
ation, the number of foreclosures will start to increase, followed later by tax 
sales and other forcedtransfers. It is true that involuntary transfers are now 
running about 10% ahead of a year ago, but this is not significant in view of the 
very small number. A 10% increase over zero is still zero, but the time will 
come when involuntary transfers will show sizable increases. No real estate 
readjustment period as far back as our records go (more than 100 years) has ever 
gotten badly under way without an increase in involuntary transfers starting up 
at a noticeable rate long before other indicators gave much warning. Forin- 
stance, the boom of the twenties reached its peak in the volume of residential 
building in 1925. In commercial building it did not reach its peak until 1929 or 
1930, but as early as 1926 involuntary transfers started to rise at an apprecia- 
ble rate. This should have been a warning had the figures been available then 
in charted form as we chart them now, but real estate men at that time were not 
trend- or chart-conscious. 


There have been several times in the past when for a time some adverse 
signs developed, but unfortunately for the world (but probably fortunately for 
real estate operators) new wars or war threats set off new rounds of inflation 
which changed the trends and sent them upward again. For instance, real es- 
tate was showing many adverse signs before the Korean War, but with the Gov- 
ernment expenditures which this war brought, the general price level started 
upward, building costs rose, and general industrial activity because of war orders 
increased, increasing the demand for housing and for other types of real estate. 


After studying all of our charts and figures, I can see at the present time no 
indications that the boom is over, in spite of the fact that this boom has already 
lasted several years longer than the longest real estate boom we have ever had. 
lam watching all of these figures very carefully, however, for indications of 
weakness, which I can assure you we will report whenever they become apparent. 


ROY WENZLICK 











